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Board of Governors Financial Statements

The financial statements of the Board for 1999 and 1998 were audited by Deloitte &
Touche LLP, independent auditors.

Deloitte &
Touche

A

INDEPENDENT AUDITORS’ REPORT

To the Board of Governors of the
Federal Reserve System

We have audited the accompanying balance sheets of the Board of Governors of
the Federal Reserve System (the Board) as of December 31, 1999 and 1998, and
the related statements of revenues and expenses and fund balance, and of cash
flows for the years then ended. These financial statements are the responsibility of
the Board’s management. Our responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing stan-
dards and the standards applicable to financial audits contain@bwernment
Auditing Standardéssued by the Comptroller General of the United States. Thosg
standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and dis¢lo-
sures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluat-
ing the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the accompanying financial statements present fairly, in al
material respects, the financial position of the Board as of December 31, 1999 gnd
1998, and the results of its operations and its cash flows for the years then ended in
conformity with generally accepted accounting principles.

As discussed in Note 5 to the financial statements, in 1999 the Board changed|its
method of accounting for the costs of software obtained for internal use.

In accordance withGovernment Auditing Standardae have also issued our
report dated February 18, 2000, on our consideration of the Board'’s internal control
over financial reporting and on our tests of its compliance with certain provisiors
of laws, regulations, contracts, and grants. That report is an integral part of an audit
performed in accordance witBovernment Auditing Standardsd should be read
in conjunction with this report in considering the results of our audit.

Delocttr ¢ Tonchs cer

February 18, 2000

Deloitte Touche
Tohmatsu
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
BALANCE SHEETS

As of December 31,

1999 1998
ASSETS
CURRENT ASSETS
CaS L $31,072,908 $20,111,430
ACCOUNS rECEIVADIE . . ... 873,148 910,282
Prepaid expenses and other assets. . ............coviiiiiiiiiiiiiiaannns 794,000 1,215,277
Total CUMTENt @SSELS. . . .o vttt 32,740,056 22,236,989
PROPERTY, BUILDINGS, AND EQUIPMENT, NET (NOt€ 5)............cooovviviinnn 63,928,406 58,438,555
TOtAl @SSOIS. . .o ettt ettt $96,668,462 $80,675,544
LIABILITIES AND FUND BALANCE
CURRENT LIABILITIES
Accounts payable and accrued liabilities. ............. ... ..o $12,360,089 $ 8,231,187
Accrued payroll and related taxes . ................oo... 7,090,754 7,745,624
Accrued annualleave. ...t 8,063,655 7,493,533
Capital lease payable (current portion). ................ 172,058 135,205
Unearned revenues and other liabilities. ... 2,347,303 2,034,129
Total current liabilities. . ... 30,033,859 25,639,678
CAPITAL LEASE PAYABLE (NON-CUrrent portion). . ...........ooovvvvuenannnann.. 366,464 406,773
ACCUMULATED RETIREMENT BENEFIT OBLIGATION (NOt€ 2)...........ccvvnn.. 747,717 773,177
ACCUMULATED POSTRETIREMENT BENEFIT OBLIGATION (Note 3) ................ 3,614,828 20,721,869
ACCUMULATED POSTEMPLOYMENT BENEFIT OBLIGATION (Note 4) ............... 2,581,079 2,183,602
Total liabilities . .. ... 37,343,947 49,725,099
FUND BALANCE .« .t e 59,324,515 30,950,445
Total liabilities and fund balance. ..............ccooiiiiii i, $96,668,462 $80,675,544

See notes to financial statements.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

STATEMENTS OF REVENUES AND EXPENSES

AND FUND BALANCE

For the years ended December 31,

1999 1998

BoARD OPERATING REVENUES

Assessments levied on Federal Reserve Banks for Board
operating expenses and capital expenditures....................
Other revenues (NOte B). .. .....oviti i

Total operating reVeNUES . .. ... .v vttt

BoOARD OPERATING EXPENSES

SaAlANES . . et
Retirement and insurance contributions . ........... ...
Contractual services and professionalfees......................oo.e.
Depreciation and net losses on disposals. ...................
Postage and supplies. ...
Utilities

Equipment and facilitiesrental. . ............ ..o i

Software. ...l
Repairs and maintenance .. .
Printingand binding .............co i .
Other expenses (NOtE.B) . . ... .uu it

Total operating eXPEeNSES. . . ..o .v vt
BOARD OPERATING REVENUES OVER (UNDER) EXPENSES .. .................

ISSUANCE AND REDEMPTION OF FEDERAL RESERVE NOTES

Assessments levied on Federal Reserve Banks

fOr CUITENCY COSES. .. vttt ettt e
Expenses for currency printing, issuance,

retirement, and shipping. ...

CURRENCY ASSESSMENTS OVER (UNDER) EXPENSES ... .vvvvviiiininnnnnnnn.

ToTAL REVENUE OVER (UNDER) EXPENSES . .......coiuiiiiiiiinninnnnnnn.
FuND BALANCE, Beginning ofyear. ...

TRANSFERS TO THE U.S. TREASURY

Transfers and accrued transfers from surplus Federal Reserve Bank
earnings (NOte 1) .. ..ot e
Transfers and accrued transfers to the U.S. Treasury (Nate 1)........

FUND BALANCE, End of year. ...

See notes to financial statements.

$213,789,510 $ 178,008,900

8,661,435 8,345,087
222,450,945 186,353,987
115,618,738 110,455,527
16,012,513 18,684,301
15,642,464 17,913,599
8,124,505 13,013,690
6,879,584 6,843,836
6,109,935 4,798,940
5,970,437 5,170,630
4,761,618 4,257,297
4,189,644 4,344,064
3,662,547 3,280,615
2,387,568 2,138,315
4,717,322 3,931,877
194,076,875 194,832,691
28,374,070 (8,478,704)
484,959,221 408,544,472
484,959,221 408,544,472
0 0
28,374,070 (8,478,704)
30,950,445 39,429,149

0 18,438,855,572
0 (18,438,855,572)

99,324,515 $ 30,950,445
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

STATEMENTS OF CASH FLOWS

For the years ended December 31,

1999 1998
CAsH FLOWS FROM OPERATING ACTIVITIES
Board operating revenues over (Under) eXpenses. .. .......ovvuerneenaen... $28,374,070 $ (8,478,704)
Adjustments to reconcile operating revenue over (under) expenses
to net cash provided by operating activities:
Depreciation and net losses on disposals. ..................ccoiiniint 8,124,505 13,013,690
(Increase) decrease in accounts receivable, prepaid expenses
and Other asSets. . ...ttt 458,411 (62,185)
(Increase) decrease in transfers receivable—surplus Federal Reserve
Bank @arnings . . .. ..uiui s 0 652,913,560
Increase (decrease) in accounts payable and accrued liabilities . . . .. .. 4,128,902 (1,566,642)
Increase (decrease) in accrued payroll and related taxes.............. (654,870) 135,843
Increase (decrease) in transfers payable—surplus Federal Reserve Bank
J== U 11T 0 (652,913,560)
Increase (decrease) in accrued annual leave.......................... 570,122 16,346
Increase (decrease) in capital lease payable .................... (3,456) (73,022)
Increase (decrease) in unearned revenues and other liabilities . . . . 313,174 17,939
Increase (decrease) in accumulated retirement benefit obligation. ... . .. (25,460) 32,680
Increase (decrease) in accumulated postretirement benefit obligation. (17,107,041) 528,835
Increase (decrease) in accumulated postemployment benefit obligatian 397,477 413,956
Net cash provided by operating activities. .....................coooia. 24,575,834 3,978,736
CasH FLOWS FROM INVESTING ACTIVITIES
Proceeds from diSpoSsalS. . .......ouiuii i e 88,292 16,400
Capital eXpenditures . ... ... (13,702,648) (7,248,540)
Net cash used in investing activities (13,614,356) (7,232,140)
NET INCREASE (DECREASE) IN CASH .+ .ot ettttee e e et aieaeaeeeeaes 10,961,478 (3,253,404)
CASH BALANCE, Beginning of year ...t 20,111,430 23,364,834
CASH BALANCE, ENd Of year. ... ... $31,072,908 $ 20,111,430
SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION
Capital lease obligations incurred . ............cooiiiiiiiiiiiii $123,020 $ 0

See notes to financial statements.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

NOTES TO FINANCIAL STATEMENTS FOR THE Reserve System (System Plan). The System Plan is a
YEARS ENDED DECEMBER 31, 1999 AND 1998 multiemployer plan which covers employees of the Fed-
eral Reserve Banks, the Board, and the Plan Administra-
tive Office. Employees of the Board who entered on duty
prior to 1984 are covered by a contributory defined bene-
Organization—The Federal Reserve System wasfits program under the System Plan. Employees of the
founded by Congress in 1913 and consists of the Board ddoard who entered on duty after 1983 are covered by a
Governors (Board) and twelve regional Reserve Banksnon-contributory defined benefits program under the Sys-
The Board was established as a federal governmertem Plan. Contributions to the System Plan are actuarially
agency and is supported by Washington staff numberingetermined and funded by participating employers at
about 1,700, as it carries out its responsibilities in conamounts prescribed by the System Plan’s administrator.
junction with other components of the Federal ReservdBased on actuarial calculations, it was determined that
System. The accompany financial statements include onlgmployer funding contributions were not required for the
the operations and activities for the Board and are preyears 1999 and 1998, and the Board was not assessed a
pared in accordance with generally accepted accountingontribution for these years. Excess Plan assets will con-
principles. tinue to fund future years’ contributions. The Board is not
Board Operating Revenues and Expenrses accountable for the assets of this plan.
Assessments made on the Federal Reserve Banks forA relatively small number of Board employees partici-
Board operating expenses and capital expenditures apate in the Civil Service Retirement System (CSRS) or
calculated based on expected cash needs. These assébs-Federal Employees’ Retirement System (FERS). The
ments, other operating revenues, and operating expensBeard matches employee contributions to these plans.
are recorded on the accrual basis of accounting. These defined benefits plans are administered by the
Issuance and Redemption of Federal Reserve Netes Office of Personnel Management. The Board'’s contribu-
The Board incurs expenses and assesses the Fedetiahs to these plans totaled $244,000 and $233,000 in
Reserve Banks for the costs of printing, issuing, shipping1999 and 1998, respectively. The Board has no liability
and retiring Federal Reserve Notes. These assessmefits future payments to retirees under these programs, and
and expenses are separately reported in the statementsitos not accountable for the assets of the plans.
revenues and expenses because they are not Board operatemployees of the Board may also participate in the
ing transactions. Federal Reserve System’s Thrift Plan. Under the Thrift
Property, Buildings and EquipmentThe Board’s Plan, members may contribute up to a fixed percentage
property, buildings and equipment are stated at cost les¥f their salary. Board contributions are based upon a
accumulated depreciation. Depreciation is calculated on ixed percentage of each member’'s basic contribution
straight-line basis over the estimated useful lives of theand were $4,966,000 and $4,794,000 in 1999 and 1998,
assets, which range from 4 to 10 years for furniture andespectively.
equipment and from 10 to 50 years for building equip- Effective January 1, 1996, Board employees covered
ment and structures. Upon the sale or other disposition ainder the System Plan are also covered under a Benefits
a depreciable asset, the cost and related accumulatédjualization Plan (BEP). Benefits paid under the BEP
depreciation are removed from the accounts and any gamre limited to those benefits that cannot be paid from the
or loss is recognized. System Plan because of limitations imposed by Sections
Federal Reserve Bank Surplus EarningBhe Omni-  401(a)(17), 415(b), and 415(e) of the Internal Revenue
bus Budget Reconciliation Act of 1993 required thatCode of 1986. Pension costs attributed to the BEP reduce
surplus Federal Reserve Bank earnings be transferrgtle pension costs of the System Plan. Activity for 1999
from the Banks to the Board and then to the U.S. Treasurand 1998 is summarized in the following table:
for the period October 1, 1996, to September 30, 1998.

(1) SIGNIFICANT ACCOUNTING POLICIES

Prior to October 1, 1996, and after September 30, 1998, 1999 1998

the Federal Reserve Banks made their transfers directly t©hange in benefit obligation

the Treasury. The Board accounted for these transfemBenefit obligation at

when earned and due, which may have resulted in trans-  beginning of year...... $897,822  $527,980

fers receivable and payable as of the balance sheet dateService cost ............... 12,206 65,357
Estimates—The preparation of financial statements inNt€restcost............... 37,840 21,296

conformity with generally accepted accounting principlesPlan C%?{S%ﬁ?gfs 0 0

requires management to make estimates and assumptiogg,, amendrr:ents' o 0 0

that affect the reported amounts of assets and liabilitiedctuarial (gain)/loss. . . . ... .. (234,999) 319,002

and the disclosure of contingent assets and liabilitie®enefits paid............... (81,605)  (35,813)

at the date of the financial statements and the reported

amounts of revenues and expenses during the reportirgenefit obligation at

period. Actual results could differ from those estimates. endofyear............
Reclassifications-Certain 1998 amounts have been

reclassified to conform with the 1999 presentation.

$631,264  $897,822

(2) RETIREMENT BENEFITS

Substantially all of the Board’s employees patrticipate
in the Retirement Plan for Employees of the Federal
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1999 1998
Change in plan assets
Fair value of plan assets

at beginning

ofyear............ $ 0o 3 0
Actual return on plan

assets. ............ 0 0
Employer contributions . 81,605 35,813
Plan participants’

contributions . ......
Benefits paid...........
Fair value of plan assets

atendof year...... $ 0o 3 0

0 0
(81,605) (35,813)

Reconciliation of funded
status at end of year
Funded status..........
Unrecognized net
actuarial (gain)/

$(631,264)  $ (897,822)

(320,381) (109,357)
Unrecognized prior
service cost.......
Unrecognized net
transistion
obligation
Prepaid/(accrued)
postretirement
benefitcost........

(851,331) (923,851)

1,055,259 1,157,853

$(747,717)  $ (773,177)

Amounts recognized
in the Statement of
Financial Position
consist of:
Prepaid benefitcost.... $ 0o 3 0
Accrued benefit

liability (747,717) (844,000)
Intangible asset. ....... 0 70,823
Accumulated other

comprehensive

income............ 0 0

Net amount recognized . $ (747,717)$ (773,177)

Weighted-average
assumptions as of
December 31

Discountrate........... 7.50% 6.25%
Expected asset return ... N/A N/A
Salary scale. 5.00% 4.25%
Corridor ............... 10.00% 10.00%
Components of net

periodic expense

for year

Service cost........... $ 12,206 $ 65,357
Interestcost ........... 37,840 21,296

Expected return
on plan assets.. ... 0 0
Amortization of

prior service cost .. (72,520) (72,520)
Recognized net

actuarial gain. ...... (23,975) (48,234)
Amortization of

net liability ........ 102,594 102,594
Net periodic benefit

expense. .......... $ 56,145 $ 68,493

(3) POSTRETIREMENT BENEFITS

The Board provides certain defined benefit health bene-

fits (through 1998) and life insurance programs for its
active employees and retirees. Activity for 1999 and 1998
is summarized in the following table:

1999 1998

Change in benefit
obligation
Benefit obligation at

beginning of year .. $22,946,312 $22,973,898
Servicecost ........... 162,487 133,733
Interestcost ........... 265,565 1,397,922
Plan participants’

contributions.. .. .. 0 195,272
Plan amendments.. . ... (1,384,322) 0
Actuarial (gain)/loss.... (1,703,601) (549,800)
Benefits paid........... (16,190,030) (1,204,713)
Benefit obligation

atend of year...... $4,096,411 $22,946,312
Change in plan assets
Fair value of plan

assets at beginning

ofyear............ $ 0o $ 0
Actual return on

plan assets........ 0 0
Employer contributions . 16,190,030 1,009,441
Plan participants’

contributions ...... 0 195,272
Benefits paid. .......... (16,190,030)  (1,204,713)
Fair value of plan

assets at end

ofyear............ $ 0 $ 0

Reconciliation of

funded status

at end of year

Funded status..........

Unrecognized net
actuarial
(gain)/loss. ........

Unrecognized prior
service cost....... 0 0

Unrecognized net
transition
obligation

Prepaid/(accrued)
postretirement
benefitcost........

§(4,096,411) $(22,946,312)

481,583 2,224,443

%3,614,828) $(20,721,869)

Components of net
periodic expense

for year
Servicecost ........... $ 162,487 $ 133,733
Interestcost ........... 265,565 1,397,922

Amortization of prior
service cost....... 0 0
Amortization of

(gains)/losses...... 39,259 6,621
Total net periodic

expense........... 467,311 1,538,276
Othercredit............ (1,384,322) 0

$ (917,011) $ 1,538,276
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1999 1998 (4) POSTEMPLOYMENT BENEFIT PLAN
~ The Board provides certain postemployment benefits to
Egggn?;geoggim eligible employees after employment but before retire-
increase in ment. Effective January 1, 1994, the Board adopted
health care cost Statement of Financial Accounting Standards No. 112,
trend rate on: Employers’ Accounting for Postemployment Bengfits
Year-end benefit which requires that employers providing postemployment
obligation ......... N/A $2,382,383  penefits to their employees accrue the cost of such
Tmala%fdsﬁt\gr(::st cost benefits. Prior to January 1994, postemployment benefit
components N/A 97,751 expenses were recognized on a pay-as-you-go basis. The
"""" ' postemployment benefit expense was $628,000 and
Effect of a one- $614,000 for 1999 and 1998, respectively.
percentage point
ggg‘?haigrg cost (5) PROPERTY, BUILDINGS AND EQUIPMENT
trend rate on: The following is a summary of the components of the
Year-end benefit Board’s property, buildings, and equipment, at cost, net of
Total’:)gfllggﬂ/?ge --------- N/A $(1,885,077)  accumulated depreciation.
and interest cost As of December 31,
components....... N/A (156,553) 1999 1998
il ; Land and
The liability and costs for the postretirement benefit improvements ... $ 1,301,314 $ 1,301,314

plan were determined using discount rates of 7.50 percent o
as of December 31, 1999, and 6.25 percent as of Decenﬂ_.—ur
ber 31, 1998. Unrecognized losses of $481,583 and :

! : equipment....... 49,187,837 42,723,644
$2,224,443 as of December 31, 1999 and 1998, respegoﬁwgre? ____________ 5.047.293 3.400.767
tively, result from changes in the discount rate used tQ-gnstruction in T T
measure the liabilities. Under Statement of Financial

dings ............ 43,661,936 41,147,334
niture and

; X process......... 4,699,571 2,014,706
Accounting Standards No. 10&mployers’ Accounting 103.897.951 90596 765
for Postretirement Benefits Other Than Pensjott® | a5s accumulated T R
Board may have to record some of these unrecognized depreciation. . ... (39,969,545)  (32,158,210)

losses in operations in future years. The assumed Sa|al‘-)foperty, buildings,
trend rate for measuring the increase in postretirement and equipment,
benefits related to life insurance was an average of npet.............. $63,928,406 $ 58,438,555
6 percent.
The above accumulated postretirement benefit obli- Furniture and equipment and accumulated deprecia-
gation is related to the Board sponsored health benefitson include $738,000 and $225,000, and $615,000 and
(through 1998) and life insurance programs. During 1997$102,500 as of December 31, 1999 and 1998, respec-
a special retirement program was offered to employeesvely, for capitalized leases.
who were eligible to retire by May 31, 1998. This resulted The Board began the Eccles Building Infrastructure
in a curtailment loss of $1,174,489 for 1997, comprisedEnhancement Project in July 1999. This $12.5 million
of $1,044,096 for 62 employees covered by the Boargroject, scheduled for nineteen phases over three and a
sponsored health benefits plan, and $130,393 for 78 enmalf years, includes ashestos removal, lighting and plumb-
ployees covered by the Board sponsored life insurancig improvements, cabling and other enhancements. Mul-
plan. The Board has no liability for future payments totiple phases will be in process at the same time.
employees who continue coverage under the federally During 1998 the Board increased the threshold for
sponsored programs upon retiring. Contributions forcapitalization of furniture and equipment from $1,000 to
active employees participating in federally sponsored pro$5,000 per item. The Board expensed the undepreciated
grams totaled $4,482,000 and $3,839,000 in 1999 andalue of previously capitalized furniture and equipment
1998, respectively. not meeting the new capitalization threshold. The Board
The medical component of the benefit obligation at endalso simplified the method of capitalizing major building
of year 1998 was $18,538,000. Pursuant to the Federahodifications, eliminating the previously used deprecia-
Employees Health Care Act of 1998, on January 1ltion recovery method of reporting. For 1998, these
1999, the Board paid the Office of Personnel Manageehanges increased depreciation expense $4,033,000,
ment $16,100,000 to compensate the Employee Healttlecreased cost by $44,112,000, and decreased accumu-
Benefits Fund for the costs of providing future health cardated depreciation by $40,079,000.
benefits. Coverage for Board employees and retirees Effective January 1, 1999, in accordance with AICPA
enrolled in the Federal Reserve System Health Plan termBtatement of Position 98-Bccounting for the Costs of
nated involuntarily on December 31, 1998. Therefore Computer Software Developed or Obtained for Internal
data for the effect of a one-percentage point increase dyse the Board began to capitalize the costs of computer
decrease in health care cost trend rate is not applicable toftware developed or obtained for internal use. Prior to
1999. 1999, the Board capitalized purchased software only. For
1999, these changes increased software assets and
decreased expenses by $1,691,000. For 1999, these
changes did not affect accumulated depreciation.
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(6) OTHER REVENUES AND OTHER EXPENSES

(7) COMMITMENTS

The following are summaries of the components of The Board has entered into several operating leases to
Other Revenues and Other Expenses.

Other revenues
Data processing

National Information
Center..........
Subscription

Reimbursable
services to

other agencies ...

Miscellaneous ... .. ..

Total Other
Revenues.......

Other expenses
Tuition, registration,
and membership

fees..............

Cafeteria operations,

net ...............

Subsidies and

contributions. . .. ..
Miscellaneous. .. ......

Total Other

Expenses.........

As of December 31,

secure office, training, and warehouse space for periods
ranging from one to ten years. Minimum future commit-
ments under those leases having an initial or remaining

1999 1998 noncancelable lease term in excess of one year at Decem-
ber 31, 1999, are as follows:
$4,073,910 $4,332,513
1,937,206 2,052,273 2000, ... ittt 4,851,000
2001, .. 4,846,000
1,240,032 1,248,121 2002.................. 4,820,000
2003. . 0 4,578,000
2004, . o 4,932,000
609,442 147,491After2004 ... 6,247,000
800,845 564,689 $30,274,000
$8,661,435 $8,345,087 Rental expenses under the operating leases were
$4,334,000 and $3,873,000 in 1999 and 1998,
respectively.
$1,352,849 $1,428,717 (8) FEDERAL FINANCIAL INSTITUTIONS
ExamiNaTioN COUNCIL
857,435 756,548 The Board is one of the five member agencies of the
Federal Financial Institutions Examination Council (the
1?52?)?32 1067696'78;93 “Council”). During 1999 and 1998, the Board paid
L] et $327,000 and $249,000, respectively, in assessments for
operating expenses of the Council. These amounts are
$4,717,322  $3,931,877 included in other expenses for 1999 and 1998. During

1998, the Board paid $159,000 for office space sub-leased
from the Council, and the Board did not sub-lease office
space from the Council in 1999. []
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Deloitte &
Touche

A
INDEPENDENT AUDITORS’ REPORT ON INTERNAL CONTROL OVER

FINANCIAL REPORTING AND COMPLIANCE BASED UPON THE AUDIT
PERFORMED IN ACCORDANCE WITH GOVERNMENTAUDITING STANDARDS

To the Board of Governors of the
Federal Reserve System

We have audited the financial statements of the Board of Governors of the Federal

Reserve System (the Board) as of and for the year ended December 31, 1999,
have issued our report thereon dated February 18, 2000. We conducted our aud
accordance with generally accepted auditing standards and the standards applic
to financial audits contained iGovernment Auditing Standardsssued by the
Comptroller General of the United States.

Internal Control over Financial Reporting

In planning and performing our audit, we considered the Board’s internal contr
over financial reporting in order to determine our auditing procedures for the purpol

and
tin
able

of expressing our opinion on the financial statements and not to provide assurance on

the internal control over financial reporting. Our consideration of the internal contr
over financial reporting would not necessarily disclose all matters in the intern
control over financial reporting that might be material weaknesses. A materi

weakness is a condition in which the design or operation of one or more of the

internal control components does not reduce to a relatively low level the risk th

misstatements in amounts that would be material in relation to the financial state-

ments being audited may occur and not be detected within a timely period by

employees in the normal course of performing their assigned functions. We noted

matters involving the internal control over financial reporting and its operation tha

we consider to be material weaknesses.

Compliance

no

-

As part of obtaining reasonable assurance about whether the Board's finangial

statements are free of material misstatement, we performed tests of its complial
with certain provisions of laws, regulations, contracts, and grants, noncomplian
with which could have a direct and material effect on the determination of financi

statement amounts. However, providing an opinion on compliance with those

nce
ce
al

provisions was not an objective of our audit and accordingly, we do not express such

an opinion. The results of our tests disclosed no instances of noncompliance that
required to be reported undéovernment Auditing Standards

This report is intended solely for the information and use of the Members and

management of the Board and the Inspector General of the Board of Governors
the Federal Reserve System, and is not intended to be and should not be useg
anyone other than these specified parties.

Delsctte ¢ Tonche cor
February 18, 2000

Deloitte Touche
Tohmatsu

are

of
by
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Federal Reserve Banks
Combined Financial Statements

The combined financial statements of the Federal Reserve Banks were audited by
PricewaterhouseCoopers LLP, independent accountants, for the years ended
December 31, 1999 and 1998.

PRICEAATERHOUSE(COPERS

REPORT OF INDEPENDENT ACCOUNTANTS

To the Board of Governors of The Federal Reserve System
and the Board of Directors of each of The Federal Reserve Banks:

We have audited the accompanying combined statements of condition of The
Federal Reserve Banks (the “Reserve Banks”) as of December 31, 1999 and 1998,
and the related combined statements of income and changes in capital for the years
then ended. These financial statements are the responsibility of the Reserve Bapks’
management. Our responsibility is to express an opinion on the financial statements
based on our audits.

We conducted our audits in accordance with auditing standards generally
accepted in the United States. Those standards require that we plan and perfprm
the audits to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements.|An
audit also includes assessing the accounting principles used and significant gsti-
mates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 3, the combined financial statements were prepared in
conformity with the accounting principles, policies, and practices established by
the Board of Governors of The Federal Reserve System. These principles, policies,
and practices, which were designed to meet the specialized accounting and regort-
ing needs of The Federal Reserve System, are set forth Fitlh@cial Accounting
Manual for Federal Reserve Bankand constitute a comprehensive basis of
accounting other than accounting principles generally accepted in the United
States.

In our opinion, the financial statements referred to above present fairly, in all
material respects, the combined financial position of the Reserve Banks as| of
December 31, 1999 and 1998, and combined results of their operations for the
years then ended, on the basis of accounting described in Note 3.

W% S

D

Washington, D.C.
March 15, 2000
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THE FEDERAL RESERVE BANKS
COMBINED STATEMENTS OF CONDITION
December 31, 1999 and 1998

(in millions)

ASSETS 1998
GOld CBMIfICALES. . . .ottt et $ 11,046
Special drawing rights certificates . ...................... 9,200
[0 358
Items in process of collection.................... 6,933
Loans to depository institutions. . . ... 17
Securities purchased under agreements to resell (tri-party). ............ ..o L
U.S. government and federal agency securities,.net. ... 483,902 488,911
Investments denominated in foreign currencies 19,768
Accrued interestreceivable . ... 4,680
Bank premises and equipment, net 1,787
Other assets......... 1,942
Total assets $544,642
LIABILITIES AND CAPITAL
LIABILITIES
Federal Reserve notes outstanding, NEt .............ooiiviiiiiiieieiaiaann. $600,662 $491,657
Deposits
Depository INSHIULIONS. . . .. .. e e 24,027 26,306
U.S. Treasury, general account. ... 6,086
Other deposits. ................. .. 413
Deferred credit itEmMS. . ... ... 5,924
Surplus transfer due U.S. Treasury............ 1,373
Accrued benefit cost 780
Other liabilities. ...................oooint 199
Total labilities . ... 532,738
CAPITAL
Capital PAIT-iN. . ... 5,952
Surplus . 5,952
Total capital. . . ... 11,904
Total liabilities and capital $544,642

The accompanying notes are an integral part of these financial statements.
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THE FEDERAL RESERVE BANKS
COMBINED STATEMENTS OF INCOME
for the years ended December 31, 1999 and 1998

(in millions)

1999 1998
Interest income
Interest on U.S. government and federal agency securities $26,842
Interest on foreign CUMenCIes. . .........ovieieieiiainennn, 435
Interest on loans to depository institutions . . ...............ccoviin 9
Total INtereSt INCOME. .. ..o o e e et 27,286
Other operating income (loss)
INCOME frOM SEIVICES. . . o vttt ettt et e et e 836 816
Reimbursable services to government agencies 295 299
Foreign currency (I0SSeS) gains, MeL. .. ... ...iu it (504) 1,870
Government securities (I0SSes) gains, Net. ........uiuie it (22) 44
Other INCOME. . . e e e e s 83 72
Total other operating income 688 3,101
Operating expenses
Salaries and other benefits . . ... ... 1,446 1,358
OCCUPANCY EXPENSE. ..\t veit it eieeenes 189 181
EqUIPMENt EXPEeNSE ... ..ot 242 244
Cost of unreimbursed Treasury services 8 8
Assessments by Board of GOVEINOLS. .. ...t 699 587
Other EXPENSES. . . .ottt et et e e e 294 374
Total OPErating EXPENSES . . . ..o\ttt ettt et et 2,878 2,752
Net income prior to distribution. . ............ e $26,262 $27,635
Distribution of net income
Dividends paid to member banks. ......... ..o $ 374 $ 343
Transferred t0 SUIPIUS . . .. .ot 479 732
Payments to U.S. Treasury as interest
on Federal Reserve notes. 8,774
Payments to U.S. Treasury as required by statute . ...t o 17,786
Total distribUtioN . .. ... $27,635

The accompanying notes are an integral part of these financial statements.
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THE FEDERAL RESERVE BANKS
COMBINED STATEMENTS OF CHANGES IN CAPITAL
for the years ended December 31, 1999 and 1998

(in millions)
Capital Total
paid-in Surplus capital
Balance at January 1, 1998
(109 Mllion ShAres) .. ...t $5,433 $5,220 $10,653
Net income transferred to surplus. ..., L 732 732
Net change in capital stock issued
(L0 MIlliON SNArES) . . .. v et 519 L 519
Balance at December 31, 1998
(129 MIllioN SNAIES) . .. .ttt $5,952 $5,952 $11,904
Net income transferred tosurplus. ...t C 479 479
Net change in capital stock issued
O million shares). .........ooiiiiii 479 L. 479
Balance at December 31, 1999
(128 MIllioN SNAIES) . . . . ettt $6,431 $6,431 $12,862

The accompanying notes are an integral part of these financial statements.

NOTES TO THE COMBINED FINANCIAL STATEMENTS OF THE FEDERAL RESERVE BANKS

(1) ORGANIZATION AND BASIS OF PRESENTATION Board of Directors

The twelve Federal Reserve Banks (Reserve Banks) afEhe Federal Reserve Act specifies the composition of the
part of the Federal Reserve System (System) created liyoard of directors for each of the Reserve Banks. Each
Congress under the Federal Reserve Act of 1913 (Federbbard is composed of nine members serving three-year
Reserve Act), which established the central bank of theerms: three directors, including those designated as
United States. The Reserve Banks are chartered by théhairman and Deputy Chairman, are appointed by the
federal government and possess a unique set of goverBoard of Governors, and six directors are elected by
mental, corporate, and central bank characteristics. Othenember banks. Of the six elected by member banks, three
major elements of the System are the Board of Governonepresent the public and three represent member banks.
of the Federal Reserve System (Board of Governors), thMlember banks are divided into three classes according
Federal Open Market Committee (FOMC), and the Fedto size. Member banks in each class elect one director
eral Advisory Council. The FOMC is composed of mem-representing member banks and one representing the pub-
bers of the Board of Governors, the president of thdic. In any election of directors, each member bank
Federal Reserve Bank of New York (FRBNY), and, on areceives one vote, regardless of the number of shares of
rotating basis, four other Reserve Bank presidents. Reserve Bank stock it holds.

Although the Reserve Banks are chartered as indepen-
dent organizations overseen by the Board of Governors,
the Reserve Banks work jointly to carry out their statu-
tory responsibilities. The majority of the assets, liabilities,(2) OPERATIONS AND SERVICES
and income of the Reserve Banks is derived from central
bank activities and responsibilities with regard to mone-The System performs a variety of services and operations.
tary policy and currency. For this reason, the accompanyFunctions include formulating and conducting monetary
ing combined set of financial statements for the twelvepolicy; participating actively in the payments mechanism,
independent Reserve Banks is prepared, adjusted to elinipcluding large-dollar transfers of funds, automated clear-

nate interdistrict accounts and transactions. inghouse operations, and check processing; distribution
of coin and currency; fiscal agency functions for the U.S.
Structure Treasury and certain federal agencies; serving as the

federal government’s bank; providing short-term loans to
The Reserve Banks serve twelve Federal Reserve Dislepository institutions; serving the consumer and the
tricts nationwide. In accordance with the Federal Reserveommunity by providing educational materials and infor-
Act, supervision and control of each Reserve Bank igmation regarding consumer laws; supervising bank hold-
exercised by a Board of Directors. Banks that are meming companies, state member banks, and U.S. offices of
bers of the System include all national banks and anyoreign banking organizations; and administering other
state-chartered bank that applies and is approved foegulations of the Board of Governors. The Board of
membership in the System. Governors’ operating costs are funded through assess-

ments on the Reserve Banks.
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NOTES TO THE COMBINED FINANCIAL STATEMENTS OF THE FEDERAL RESERVE BANKS — CONTINUED

The FOMC establishes policy regarding open market The preparation of the financial statements in con-
operations, oversees these operations, and issues authdarmity with the Financial Accounting Manuatequires
zations and directives to the FRBNY for its execution ofmanagement to make certain estimates and assumptions
transactions. Authorized transaction types include directhat affect the reported amounts of assets and liabilities
purchase and sale of U.S. government and federal agenayd disclosure of contingent assets and liabilities at the
securities, matched sale—purchase transactions, the pufate of the financial statements and the reported amounts
chase of securities under agreements to resell, and tled income and expenses during the reporting period.
lending of U.S. government securities. Additionally, the Actual results could differ from those estimates. Unique
FRBNY is authorized by the FOMC to hold balances ofaccounts and significant accounting policies are explained
and to execute spot and forward foreign exchange anbelow.
securities contracts in fourteen foreign currencies, main-
tain reciprocal currency arrangements (F/X swaps) wit{A) Gold Certificates
various central banks, and “warehouse” foreign curren-
cies for the U.S. Treasury and Exchange StabilizationThe Secretary of the Treasury is authorized to issue gold
Fund (ESF) through the Reserve Banks. certificates to the Reserve Banks to monetize gold held by

the U.S. Treasury. Payment for the gold certificates by the
Reserve Banks is made by crediting equivalent amounts
in dollars into the account established for the U.S. Trea-
(3) SIGNIFICANT ACCOUNTING POLICIES sury. These gold certificates held by the Reserve Banks
are required to be backed by the gold of the U.S. Trea-
Accounting principles for entities with the unique powerssury. The U.S. Treasury may reacquire the gold certifi-
and responsibilities of the nation’s central bank have notates at any time, and the Reserve Banks must deliver
been formulated by the Financial Accounting Standardshem to the U.S. Treasury. At such time, the U.S. Trea-
Board. The Board of Governors has developed speciakury’s account is charged, and the Reserve Banks' gold
ized accounting principles and practices that it believegertificate account is lowered. The value of gold for
are appropriate for the significantly different nature andpurposes of backing the gold certificates is set by law at
function of a central bank as compared to the privateb42%5s a fine troy ounce.
sector. These accounting principles and practices are
documented in thEinancial Accounting Manual for Fed- (B) Special Drawing Rights Certificates
eral Reserve BankgFinancial Accounting Manug|
which is issued by the Board of Governors. All ReserveSpecial drawing rights (SDRs) are issued by the Interna-
Banks are required to adopt and apply accounting policiedonal Monetary Fund (Fund) to its members in propor-
and practices that are consistent with tR&ancial tion to each member's quota in the Fund at the time of
Accounting Manual issuance. SDRs serve as a supplement to international

The financial statements have been prepared in accomonetary reserves and may be transferred from one
dance with thd=inancial Accounting ManuaDifferences  national monetary authority to another. Under the law
exist between the accounting principles and practices gfroviding for U.S. participation in the SDR system, the
the System and generally accepted accounting principleSecretary of the U.S. Treasury is authorized to issue
(GAAP). The primary differences are the presentation ofSDR certificates, somewhat like gold certificates, to the
all security holdings at amortized cost, rather than at th&keserve Banks. At such time, equivalent amounts in
fair value presentation requirements of GAAP, and thedollars are credited to the account established for the U.S.
accounting for matched sale—purchase transactions &seasury, and the Reserve Banks’ SDR certificate account
separate sales and purchases, rather than secured borrdsvincreased. The Reserve Banks are required to purchase
ings with pledged collateral, as is required by GAAP. INSDRs, at the direction of the U.S. Treasury, for the
addition, the Board of Governors and the Reserve Bankpurpose of financing SDR certificate acquisitions or for
have elected not to include a Statement of Cash Flows dinancing exchange stabilization operations.

a Statement of Comprehensive Income. The Statement of

Cash Flows has not been included as the liquidity andC) Loans to Depository Institutions

cash position of the Reserve Banks are not of primary

concern to users of these financial statements. The Stat€he Depository Institutions Deregulation and Monetary
ment of Comprehensive Income, which comprises ne€ontrol Act of 1980 provides that all depository institu-
income plus or minus certain adjustments, such as the fations that maintain reservable transaction accounts or
value adjustments for securities, has not been includedonpersonal time deposits, as defined in Regulation D
because as stated above the securities are reportediggued by the Board of Governors, have borrowing privi-
amortized cost and there are no other adjustments in tHeges at the discretion of the Reserve Banks. Borrowers
determination of Comprehensive Income applicable texecute certain lending agreements and deposit suffi-
the Reserve Banks. Other information regarding theient collateral before credit is extended. Loans are evalu-
Reserve Banks’ activities is provided in, or may be de-ated for collectibility, and currently all are considered
rived from, the Statements of Condition, Income, andcollectible and fully collateralized. If any loans were
Changes in Capital. Therefore, a Statement of Cash Flondeemed to be uncollectible, an appropriate reserve would
or a Statement of Comprehensive Income would nobe established. Interest is recorded on the accrual basis
provide any additional useful information. There are noand is charged at the applicable discount rate established
other significant differences between the policies outlinedt least every fourteen days by the boards of directors of
in the Financial Accounting Manuaand GAAP. the Reserve Banks, subject to review by the Board of
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Governors. However, Reserve Banks retain the optiomith each strip consisting of the right to exercise over-
to impose a surcharge above the basic rate in certainight repurchase agreements for up to five consecutive
circumstances. business days. In general, the options could only be
The Board of Governors established a Special Liquidexercised at strike price of 150 to 250 basis points above
ity Facility (SLF) to make discount window credit readily the most recently announced FOMC Federal funds target
available to depository institutions in sound financialrate.
condition around the century date change (October 1, Effective April 26, 1999 the FRBNY was given the
1999, to April 7, 2000) in order to meet unusual liquidity sole authorization by the FOMC to lend U.S. government
demands and to allow institutions to confidently commitsecurities held in the SOMA to U.S. government securi-
to supplying loans to other institutions and businesseties dealers and to banks participating in U.S. government
during this period. Under the SLF, collateral requirementsecurities clearing arrangements, in order to facilitate the
are unchanged from normal discount window activity andeffective functioning of the domestic securities market.
loans are made at a rate of 150 basis points above tHEhese securities-lending transactions are fully collateral-
FOMC's target federal funds rate. ized by other U.S. government securities. The FOMC
policy requires FRBNY to take possession of collateral in
amounts in excess of the market values of the securities
(D) U.S. Government and Federal Agency Securities antpaned. The market values of the collateral and the securi-
Investments Denominated in Foreign Currencies  ties loaned are monitored by FRBNY on a daily basis,
with additional collateral obtained as necessary. The secu-
The FOMC has designated the FRBNY to execute openities loaned continue to be accounted for in the SOMA.
market transactions on its behalf and to hold the resultPrior to April 26, 1999, all Reserve Banks were autho-
ing securities in the portfolio known as the System Operrized to engage in such lending activity.
Market Account (SOMA). In addition to authorizing and  Foreign exchange contracts are contractual agreements
directing operations in the domestic securities marketbetween two parties to exchange specified currencies, at a
the FOMC authorizes and directs the FRBNY to executespecified price, on a specified date. Spot foreign contracts
operations in foreign markets for major currencies innormally settle two days after the trade date, whereas the
order to counter disorderly conditions in exchange marsettlement date on forward contracts is negotiated
kets or other needs specified by the FOMC in carrying oubetween the contracting parties but will extend beyond
the System’s central bank responsibilities. two days from the trade date. The FRBNY generally
Purchases of securities under agreements to resell aseters into spot contracts, with any forward contracts
matched sale—purchase transactions are accounted for ganerally limited to the second leg of a swap/warehousing
separate sale and purchase transactions. Purchases urig@nsaction.
agreements to resell are transactions in which the FRBNY The FRBNY, on behalf of the Reserve Banks, main-
purchases a security and sells it back at the rate specifigdins renewable, short-term F/X swap arrangements with
at the commencement of the transaction. Matched saleauthorized foreign central banks. The parties agree to
purchase transactions are transactions in which thexchange their currencies up to a pre-arranged maximum
FRBNY sells a security and buys it back at the rateamount and for an agreed upon period of time (up to
specified at the commencement of the transaction. twelve months), at an agreed upon interest rate. These
In addition to the aforementioned purchases of securiarrangements give the FOMC temporary access to foreign
ties under agreements to resell and matched sale—purchaggrencies that it may need for intervention operations to
transactions, the FRBNY also through FOMC's tempo-support the dollar and give the partner foreign central
rary authorization engages in tri-party repurchase anéiank temporary access to dollars it may need to support
reverse repurchase agreements (“tri-party agreements”jts own currency. Drawings under the F/X swap arrange-
Tri-party agreements are conducted with two custodiaments can be initiated by either the FRBNY or the partner
banks that manage the clearing and settlement of collafereign central bank, and must be agreed to by the
eral. Acceptable collateral under tri-party repurchasedrawee. The F/X swaps are structured so that the party
agreements primarily includes U.S. Government andnitiating the transaction (the drawer) bears the exchange
agency securities, pass-through mortgage securities @dite risk upon maturity. The Bank will generally invest
GNMA, FHLMC, and FNMA, STRIP securities of the the foreign currency received under an F/X swap in
U.S. Government and “stripped” securities of other gov-interest-bearing instruments.
ernment agencies. The tri-party repurchase and reverse Warehousing is an arrangement under which the
repurchase transactions are accounted for as financifgOMC agrees to exchange, at the request of the Treasury,
transactions with the associated interest income and inteld.S. dollars for foreign currencies held by the Treasury or
est expense recorded over the period of the agreemertSF over a limited period of time. The purpose of the
Tri-party operations commenced in October 1999 andvarehousing facility is to supplement the U.S. dollar
have been approved by the FOMC through April 2000. resources of the Treasury and ESF for financing pur-
Another tool employed by the FRBNY to addresschases of foreign currencies and related international
potential reserve shortages was the ability to sell optionsperations.
on overnight repurchase agreements. The FRBNY has the In connection with its foreign currency activities, the
temporary authority to sell European options to primaryFRBNY, on behalf of the Reserve Banks, may enter into
dealers that give the dealers the right to enter into repureontracts that contain varying degrees of off-balance-
chase agreements with the FRBNY on the exercise datsheet market risk because they represent contractual com-
The options were auctioned in three week long “strips” mitments involving future settlement and counter-party
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credit risk. The FRBNY controls credit risk by obtaining Federal Reserve agents to the Reserve Banks upon
credit approvals, establishing transaction limits, and perdeposit with such agents of certain classes of collateral
forming daily monitoring procedures. security, typically U.S. government securities. These notes
While the application of current market prices to theare identified as issued to a specific Reserve Bank. The
securities currently held in the SOMA portfolio and Federal Reserve Act provides that the collateral security
investments denominated in foreign currencies may resutendered by the Reserve Bank to the Federal Reserve
in values substantially above or below their carryingagent must be equal to the sum of the notes applied for
values, these unrealized changes in value would have oy such Reserve Bank. In accordance with the Federal
direct effect on the quantity of reserves available to theReserve Act, gold certificates, special drawing rights
banking system or on the prospects for future Reserveertificates, U.S. government and agency securities, loans
Bank earnings or capital. Both the domestic and foreigrallowed under section 13, and investments denominated
components of the SOMA portfolio from time to time in foreign currencies are pledged as collateral for net
involve transactions that can result in gains or losse§ederal Reserve notes outstanding. The collateral value is
when holdings are sold prior to maturity. However, deci-equal to the book value of the collateral tendered, with the
sions regarding the securities and foreign currencies trangxception of securities, whose collateral value is equal
actions, including their purchase and sale, are motivatetb the par value of the securities tendered. Tri-party
by monetary policy objectives rather than profit. Accord-agreements, which received temporary authorization
ingly, earnings and any gains or losses resulting from théhrough April 2000, however, are valued at the contract
sale of such currencies and securities are incidental to themount. The Board of Governors may, at any time, call
open market operations and do not motivate its activitiesipon a Reserve Bank for additional security to adequately
or policy decisions. collateralize the Federal Reserve notes. To satisfy the
U.S. government and federal agency securities andbligation to provide sufficient collateral for outstanding
investments denominated in foreign currencies comprisFederal Reserve notes, the Reserve Banks have entered
ing the SOMA are recorded at cost, on a settlement-datto an agreement that provides that certain assets of the
basis, and adjusted for amortization of premiums or accreReserve Banks are jointly pledged as collateral for the
tion of discounts on a straight-line basis. Interest incomd-ederal Reserve notes of all Reserve Banks. In the event
is accrued on a straight-line basis and is reported athat this collateral is insufficient, the Federal Reserve Act
“Interest on U.S. government and federal agency securiprovides that Federal Reserve notes become a first and
ties” or “Interest on foreign currencies,” as appropriate. paramount lien on all the assets of the Reserve Banks.
Income earned on securities lending transactions ifinally, as obligations of the United States, Federal
reported as a component of “Other income.” Gains andReserve notes are backed by the full faith and credit of
losses resulting from sales of securities are determined kthe U.S. government.
specific issues based on average cost. Gains and losses ohe “Federal Reserve notes outstanding, net” account
the sales of U.S. government and federal agency secuniepresents Federal Reserve notes reduced by cash held
ties are reported as “Government securities gains, net.in the vaults of the Reserve Banks of $221,297 million
Foreign currency denominated assets are revalueahd $120,030 million at December 31, 1999 and 1998,
monthly at current market exchange rates in order toespectively.
report these assets in U.S. dollars. Realized and unreal- At December 31, 1999 and 1998, all gold certificates,
ized gains and losses on investments denominated il special drawing rights certificates, and domestic
foreign currencies are reported as “Foreign currencysecurities with par values of $583,414 million and
gains (losses), net.” Foreign currencies held through F/X$471,411 million, respectively, were pledged as collat-
swaps, when initiated by the counter party, and warehouseral. At December 31, 1999 and 1998, no loans or invest-
ing arrangements are revalued monthly, with the unrealments denominated in foreign currencies were pledged as
ized gain or loss reported as a component of “Othercollateral.
assets” or “Other liabilities,” as appropriate.

(G) Capital Paid-In
(E) Bank Premises and Equipment The Federal Reserve Act requires that each member bank
subscribe to the capital stock of the Reserve Bank in an
Snount equal to 6% of the capital and surplus of the
straight-line basis over estimated useful lives of asset%emk‘)er bank. As a member bank's capital and surplus

Ehanges, its holdings of the Reserve Bank’s stock must be

ranging from 2 to 50 years. New assets, major alteratlonsatdjusted. Member banks are those state-chartered banks

renqyations, and improvements are capitalized at t_:ost 4Rt apply and are approved for membership in the Sys-
additions to the asset accounts. Maintenance, repairs, als and all national banks. Currently, only one-half of the

minor replacements are charged to operations in the ye%rubscwiption is paid-in and the remainder is subject to

incurred. call. These shares are nonvoting with a par value of $100.
They may not be transferred or hypothecated. By law,
each member bank is entitled to receive an annual
(F) Federal Reserve Notes dividend of 6% on the paid-in capital stock. This cumula-
tive dividend is paid semiannually. A member bank is
Federal Reserve notes are the circulating currency of thiable for Reserve Bank liabilities up to twice the par
United States. These notes are issued through the varioualue of stock subscribed by it.
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(H) Surplus (J) Taxes

The Board of Governors requires Reserve Bank§he Reserve Banks are exempt from federal,
to maintain a surplus equal to the amount oftate, and local taxes, except for taxes on real
capital paid-in as of December 31. This amounproperty, which are reported as a component of
is intended to provide additional capital and“Occupancy expense.”
reduce the possibility that the Reserve Banks
would be required to call on member banks for) ys Government AN FEDERAL AGENCY
additional capital. Reserve Banks are required by * spcurrries
the Board of Governors to transfer to the U.S.
Treasury excess earnings, after providing for the&ecurities bought outright and held under agreements to
costs of operations, payment of dividends, andesell are held in the SOMA at the FRBNY.
reservation of an amount necessary to equate » )

Total securities held in the SOMA at December 31,

surplus with capital paid-in. Payments made aﬁeEQQQ and 1998, that were bought outright were as follows

September 30, 1998, represent payment of intef: millions):
est on Federal Reserve notes outstanding. '

The Omnibus Budget Reconciliation Act of 1999 1998
1993 (Public Law 103-66, Section 3002) codi-
fied the existing Board surplus policies as statuPagg’gé‘f,gl agency. ..., s 181 0§ 337

tory surplus transfers, rather than as payments of y's, government
interest on Federal Reserve notes, for federal Bills .................... 176,518 194,772
government fiscal years 1998 and 1997 (which ~ Notes 218,467 187,895

ended on September 30, 1998 and 1997, respec- 2°"ds 82978 69,474
tively). In addition, the legislation directed the Total par value....... 478,144 452,478
Reserve Banks to transfer to the U.S. Treasurynamortized premiums. .. ... 0,098 7,387
additional surplus funds of $107 million and Unaccreted discounts........ (3,340) (3,198)
$106 million during fiscal years 1998 and 1997 Total ... $483,902  $456,667

respectively. Reserve Banks were not permitted
to replenish surplus for these amounts during this
time. Payments to the U.S. Treasury made after the maturities of U.S. government and federal agency
September 30, 1998, represent payment of integecurities bought outright, which were held in the SOMA

est on Federal Reserve notes outstanding. at December 31, 1999, were as follows (in millions):
The Consolidated Appropriations Act of 1999

(Public Law 106-113, Section 302) directed the Par value

Reserve Banks to transfer to the U.S. Treasury U.s. Federal

additional surplus funds of $3,752 million during Maturities of ~ government  agency
the Federal Government's 2000 fiscal year. Thesecurities held  securities  obligations  Total

Reserve Banks will make this payment prior towihin 15 days ... $ 4,632 $. . $ 4632
September 30, 2000. 16 daysto 90 days. 91,919 31 91,950
In the event of losses, payments to the U.S91 da{s to 1tyear .. 139,866 20 139,886
; ver 1 year to
Treasury are suspended until such losses afd Syears...... 124,169 10 124,179
recovered through subsequent earnings. Weekbyer 5 years to
payments to the U.S. Treasury vary significantly. ~ 10years..... 51,107 120 51,227
Over 10 years.... 66,270 ce 66,270
Total ........ $477,963 $181 $478,144

() Income and Cost Related to Treasury
Services

Total securities held under agreements to resell at
Reserve Banks are required by the Federabecember 31 1999 were $140,640 million that consisted
Reserve Act to serve as fiscal agents and deposgintirely of agreements through third party custodial
tories of the United States. By statute, the Dearrangements and are reported as “Securities purchased
partment of the Treasury is permitted, but nopnder agreements to resell (tri-party).” Securities held
requed, 1o pay ot these senvices, The costs Gfdef Eeemers o el i Dscenber 51, 1999 ot
prowdlng fiscal agency and depOS|t0ry serwpe nd federal agency securities, net.” In August 1999, the
to the Treasury Department that have been billeomc extended the maximum pemissible maturity for
but will not be paid are reported as the “Cost ofsecurities purchased under agreements to resell from
unreimbursed Treasury services.” 60 days to 90 days.
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At December 31, 1999 and 1998, matched sale— The maturities of investments denominated in foreign
purchase transactions involving U.S. governmenturrencies at December 31, 1999, were as follows (in
securities with par values of $39,182 million and millions):
$20,297 million, respectively, were outstanding. Matched
sale—purchase transactions are generally overnigidaturities of Investments Denominated

arrangements. in Foreign Currencies
At December 31, 1999 and 1998, U.S. governmenig\i}gri“ljglé’g?{é-s- Years $15~OZ§L6
s_ecurltles W|_th par values of $2,061 million and $325 m"'Over 5 years to 10 years 573
lion, respectively, were loaned.
Total ..o $16,140

Option contracts that were held on overnight repur-
chase agreements at December 31, 1999 were as followsAt December 31, 1999 and 1998, there were no open

(in millions): foreign exchange contracts or outstanding F/X swaps.
At December 31, 1999 and 1998 the warehousing
12/30/1999— 01/06/1999— facility was $5,000 million, with nothing outstanding.
01/05/2000 01/12/2000

(6) BANK PREMISES AND EQUIPMENT

Outstanding options. . .. $222,950 $144,000 . .

A summary of bank premises and equipment at Decem-
ber 31 is as follows (in millions):

1999 1998
(5) INVESTMENTS DENOMINATED IN — I
FOREIGN CURRENCIES Bank premises and equipment
Land................c $ 191 $ 191
The FRBNY, on behalf of the Reserve Banks, holds BUldings ...................... 1222 1177

foreign currency deposits with foreign central banks and Bu'ldég%i?r%g:p?y.ér?g ......... 287 271

the Bank for International Settlements and invests in  cConstruction in progress. . .... . 98 41
foreign government debt instruments. Foreign govern- Furniture and equipment. ... ... 1,238 1,244
ment debt instruments held include both securities bought 3036 2924

outright and securities held under agreements to resell.
These investments are guaranteed as to principal and Accumulated depreciation. . . . . . (1,175) (1,137)
interest by the foreign governments. .
Bank premises and
equipment, net........ $1,861 $1,787

Total investments denominated in foreign currencies, Depreciation expense was $183 million and $184 mil-

valued at current exchange rates at December 31, were fSn for the years ended December 31, 1999 and 1998
follows (in millions): ' '

respectively.
1999 1998 Bank premises and equipment at December 31 include
German marks lthe folllow!nlg amounts for leases that have been capital-
Foreign currency deposits.... $ . . . $10,451  ized (in millions):
Government debt instruments
including agreements 1999 1998
toresell.................. R 2,373 . .
Bank premises and equipment. ....... $33 $89
European Union euros Accumulated depreciation. ............ (ig) (778)
Foreign currency deposits.... 4,333 s itali
Govegr]nme_nt degt ingtruments Capitalized leases, net......... %4 %11
Itr;crlggérrlg agreements _____ 2538 . Certain of the Reserve Banks lease unused space to
' outside tenants. Those leases have terms ranging from 1
Japanese yen to 16 years. Rental income from such leases totaled
Foreign currency deposits. . .. 323 666 $17 million for each of the years ended Decem-
Government debt instruments ber 31, 1999 and 1998. Future minimum lease payments
including agreements under agreements in existence at December 31, 1999,
toresell.................. 8,898 6,196 \ere (in millions):
Accrued interest................ T 000 $15
Total .....oooviiiiiin $16,140 $19,783 2001 ...ttt 14
2002 .. 13
In addition to the balances reported above, $15 milliornR003 . ... ... 9
in unearned interest collected on certain foreign currenc A 8

holdings were also reported as “Investments denomi-
nated in foreign currencies” at December 31, 1998.
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(7) CoMMITMENTS AND CONTINGENCIES related to the participation of employees of the 12 Reserve
Banks, the Board of Governors, and the Plan Administra-

At December 31, 1999, the Reserve Banks were oblitive Office in the plan.

gated under noncancelable leases for premises and equip-Following is a reconciliation of the beginning and

ment with terms ranging from 1 year to approximatelyending balances of the System Plan benefit obligations (in

24 years. These leases provide for increased rentals baseillions):

upon increases in real estate taxes, operating costs, or 1999 1998

selected price indices. ) ] o o

Rental expense under operating leases for certain opgrstimated actuarial present value
ating facilities, warehouses, and data processing and of projected benefit

office equipment (including taxes, insurance, and mainteserv?c%“%ggfﬂgéggggaerg#e’d' - 82,774 $2,476

nance when included in rent), net of sublease rentals, wasquring the period.............. 39 79
$66 million and $64 million for the years ended Decem-|nterest cost of projected
ber 31, 1999 and 1998, respectively. Certain of the  benefit obligation............. 169 169
Reserve Banks' leases have options to renew. Actuarial (gain) loss. ... LEE (330) 140
Contrfl_tt)utlor_l; by plan participants .. (129)3 (125)4
. enefitspaid .....................
Future minimum rental payments under noncancelabl lan amepndments __________________ ) a1

operating leases, net of sublease rentals, with terms™ ) —_
of 1 year or more, at December 31, 1999, were (inEstimated actuarial present value
millions): of projected benefit
obligation at December 31... $2,576 $2,774

Operating

Following is a reconciliation showing the beginning
and ending balance of the System Plan assets, the funded
status, and the prepaid pension benefit cost (in millions):

1999 1998
Estimated fair value of plan
assets at January.1l.......... $5,798 $5,031
Actual return on plan assets. ...... 484 888
- Contributions by employer. ....... ce .
At December 31, 1999, the Reserve Banks had contra&ontributions by plan participants .. 3 4
enefitspaid...................... (129) (125)

tual commitments through the year 2007 totaling $391° Gl =l
million for the maintenance of currency and check pro-Estimated fair value of plan

cessing machines, none of which has been recognized. —assets at December 31...... $6,156  $5,798
One Reserve Bank contracts for maintenance for thesg

machines on behalf of the System and allocates the costsUnded st_atu;_. amer $3,580  $3,024
Ily, to each other Reserve Bank. hrecognized initial net
annualy, transition (obligation)......... (91) (136)

The Reserve Banks are involved in certain legal actiongnrecognized prior service cost.. 136 152
and claims arising in the ordinary course of businessUnrecognized net actuarial (gain) (1,767) (1,549)
Although it is difficult to predict the ultimate outcome of
these actions, in management’s opinion, based on discu
sions with counsel, the aforementioned litigation andprepaid pension benefit cost is reported as a component
claims will be resolved without material adverse effectof «Other assets.”
on the financial position or results of operations of the

g_repaid pension benefit cost .. ... 1,858 1,491

Reserve Banks. The weighted-average assumptions used in developing
the pension benefit obligation for the System Plan are as
follows:

(8) RETIREMENT AND THRIFT PLANS 1999 1998

) Discountrate.......................7.50% 6.25%

Retirement Plans Expected long-term rate of

return on plan assets.......... 9.00% 9.00%

The Reserve Banks currently offer two defined benefiRate of compensation increase ... 5.00%  4.25%
retirement plans to their employees, based on length of
service and level of compensation. Substantially all of the
Reserve Banks’ employees participate in the Retirement
Plan for Employees of the Federal Reserve System (Sys-
tem Plan) and the Benefit Equalization Retirement Plans
offered by each individual Reserve Bank (BEPs).

The System Plan is a multi-employer plan with contri-
butions fully funded by participating employers. No sepa-
rate accounting is maintained of assets contributed by the
participating employers. FRBNY acts as the sponsor of
this plan. The prepaid pension cost includes amounts
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The components of net periodic pension benefit credit Following is a reconciliation of beginning and ending
for the System Plan as of December 31 are shown belowalances of the benefit obligation (in millions):
(in millions):

1999 1998
1999 1998
- - Accumulated postretirement benefit
Service cost—benefits earned obligation at January 1..........$645 $588
during the period.............. $ 89 ¢ 79 Service cost—benefits earned during
Interest cost on projected theperiod................... ... 18 15
benefit obligation ............. 169 169 Interest cost of accumulated
Amortization of initial net benefit obligation................ 39 39
transition obligation. .......... (45) (45) Actuarial loss (gain)...... e (73) 41
Amortization of prior service Contributions by plan participants. . .. 3 3
e 16 15 Benefitspaid......................... (25) (24)
Recognized net (gain)............. (76) (59) Plan amendments.................... ) (17)
Expected return on plan assets....  (520)  (448)  Accumulated postretirement benefit
Net periodic pension benefit (credit) $(367)  $(289) obligation at December 31....... $600  $645

Net periodic pension benefit (credit) is reported as dollowing is a reconciliation of the beginning and ending

component of “Other expense.” balance of the plan assets, the unfunded postretirement
benefit obligation, and the accrued postretirement benefit
cost (in millions):

The Reserve Banks’ projected benefit obligation and 1999 1998
net pension costs for the BEP at December 31, 1999 and I I
1998, and for the years then ended, are not material. ~ Fair value of plan assets at January 1 . ....% Y

Actual return on plan assets.......... L s
Contributions by the employer..... ... 22 21
: Contributions by plan participants. . .. 3 3
Thrift Plan Benefits paid. ... ...rvvve oo 25  (24)
Employees of the Reserve Banks may also participate ifrair value of plan assets at
the defined contribution Thrift Plan for Employees of the December3L.................... % 8-

Federal Reserve System (Thrift Plan). The Reserv

Banks’ Thrift Plan contributions totaled $45 million and ?Jnfundgd postretirement benefit

bligation . ..............oooo.i. 600 645
$43 million for the years ended December 31, 1999 an(@_,me%olg%?zlgg prior service cost. ... ... . 99 $100
1998, respectively, and are reported as a component @fnrecognized net actuarial gain/(loss) . (23) (50)

Salaries and other benefits. Accrued postretirement benefit cost. . $722 $695

Accrued postretirement benefit cost is reported as a com-
(9) POSTRETIREMENT BENEFITS OTHER THAN PENSIONS ponent of “Accrued benefit cost.”

AND POSTEMPLOYMENT BENEFITS

The weighted-average assumption used in developing

Postretirement Benefits Other Than Pensions the postretirement benefit obligation as of December 31,
1999 and 1998, was 7.50% and 6.25%, respectively.
In addition to the Reserve Banks’ retirement plans, em- For measurement purposes, an 8.75% annual rate of
ployees who have met certain age and length of servicicrease in the cost of covered health care benefits was
requirements are eligible for both medical benefits anchssumed for 2000. Ultimately, the health care cost trend
life insurance coverage during retirement. rate is expected to decrease gradually to 5.50% by 2006,
The Reserve Banks fund benefits payable under thand remain at that level thereafter.

medical and life insurance plans as due and, accordingly,
have no plan assets. Net postretirement benefit cost
is actuarially determined, using a January 1 measurement
date.
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Assumed health care cost trend rates have a significafostemployment Benefits

effect on the amounts reported for health care plans. A

1 percentage point change in assumed health care coshe Reserve Banks offer benefits to former or inactive

trend rates would have the following effects for the yearemployees. Postemployment benefit costs are actuarially

ended December 31, 1999 (in millions): determined and include the cost of medical and dental

insurance, survivor income, disability benefits, and those

1 Percentage 1 Percentage vx{orkers’ compensation expenses self—i_nsured by indi-
Point Increase  Point Decrease Vidual Reserve Banks. Costs were projected using the

same discount rate and health care trend rates as were

Effect on aggregate used for projecting postretirement costs. The accrued
of service and postemployment benefit costs recognized by the Reserve
interest cost Banks at December 31, 1999 and 1998, were $93 million
components of and $84 million, respectively. This cost is included as
net{)e?odlc ; a component of “Accrued benefit cost” Net periodic
Bgﬁéﬁtlrc%rgtéﬁ ....... $ 12 $ (9) postemployment benefit costs included in 1999 and 1998

Effect on accumulated operating expenses were $20 million and $19 million,
postretirement respectively.
benefit obligation ... 94 (77)

The following is a summary of the components of net
periodic postretirement benefit cost for the years ended
December 31 (in millions):

1999 1998
Service cost—benefits earned during
theperiod...................ooiat $18 $15
Interest cost of accumulated benefit
obligation...................ooe 39 39
Amortization of prior service cost. ... ... 9) (8)

Recognized net actuarial loss ........... . .

Net periodic postretirement benefit cost ... $48  $46
Net periodic postretirement benefit cost is reported as a
component of “Salaries and other benefits.”



	Financial Statements and Statistical Tables
	Board of Governors Financial Statements
	Balance Sheets
	Statements of Revenues and Expenses and Fund Balance
	Statements of Cash Flows

	Federal Reserve Banks Combined Financial Statements
	Statements of Condition
	Statements of Income
	Combined Statements of Changes in Capital



